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General Commentary

Sentiment across markets ping ponged back and forth this week amidst conflicting signals
from economic data as well as corporate earnings reports and Al innovations. On Monday,
equities surged and treasuries sold off 4-5bps after manufacturing activity in January
expanded by the most since 2022. Despite the ISM Services report also coming in strong with
a pickup in business activity, the overall mood began to sour as investors questioned
corporate capex spending plans and concerns grew that advancements in Al technology
may completely upend many industries. The risk-off environment peaked on Thursday
alongside much weaker labor market data. Initial Jobless Claims last week jumped by 22k,
far more than any economist predicted, while the JOLTS report showed a large unexpected
drop in Job Openings. A separate reading of announced job cuts showed corporations
planned the highest layoffs of any January since the 2009 Great Financial Crisis. Treasuries
benefitted from the flight to safety, with yields rallying 8-11bps on the day. By Friday, dip
buyers came back in full force, equities jumped and rates reversed course. When all was
said and done, treasury yields ended the week just 2-4bps lower.

IG Munis

The muni market extended its strong start to the year, picking up right where January left off.
The benchmark AAA MMD curve continued to steepen, with the front end lower by as much
as 7bps while the 30y was unchanged. According to JPM research, BWICs rose 17% vs the
rolling 5-week average, while customer purchases jumped 32%. Most of the front-end
demand came from SMA and retail accounts flush with Feb 1st reinvestment cash, despite
ratios in the high 50s to low 60s percentile. Mutual funds are also supporting the market,
albeit with a more measured approach. With next week's $14bn calendar mostly comprising
high grades, funds have been patient to wait for better entry points and are reluctant to push
the market further given how tight valuations are. However, cash piles are swelling. Lipper
reported the second consecutive week of $2bn+ of inflows, the first occurrence since
February 2009, with IG funds taking in $1.817bn of the total. This week's new issues did very
well, with the largest subscriptions coming in the 15-20y part of the curve, but term bonds
also saw robust interest. A $533mm Chicago Transit Authority deal saw over $5bn in orders.
With this level of interest on new issues, we expect the market will have no problem digesting
the upcoming calendar, though investor preference clearly sits with spreadier high grades,
typically +25 or wider. The AA+ and AAA names that trade close to the MMD scale will still
likely need some concessions to spark heavy order flow.
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HY Munis

As we have discussed for several weeks now, the building cash cushions stemming from a
renewed inflow cycle amidst wider spreads would cause risk appetite to re-emerge. This
week saw the largest HY deal of the year successfully price, a $632mm nonrated luxury
senior living community in NY. At just 260 units, this is the highest leverage per unit of any
senior living deal we have tracked and sends a strong signal to underwriters that markets are
officially back open for business. Away from the primary market, secondary trades were
mostly flat week over week with some weakness seen during Friday's rate reversal. Cofina
58s went away at a 5.17% on Friday vs 5.14% last week while PRASA bonds traded Thursday
at unchanged levels. Less common names like the James Senior Living also changed hands
on Thursday the same as the week prior. Overall, we expect spreads will grind tighter,
especially for different names that have a solid credit trajectory. Evals may be slow to catch
up given the limited number of sellers and therefore trades, but a BBB- NYC charter school
that traded Thursday at +85 vs its +99 eval is an example of what may be needed in order for
accounts to pull out their favored credits.
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Disclaimers

This report is confidential and a product of Birch Creek Capital, LLC (“Birch Creek”). It is intended solely for
the information of the person to which it has been delivered by Birch Creek. The views and opinions
expressed herein are subject to change without notice and Birch Creek is under no obligation to update or
keep this information current or accurate. This report is being provided for general informational purposes
only, and may not be disseminated, communicated, or otherwise disclosed by the recipient to any third
party without the prior written consent of Birch Creek. Birch Creek Capital, LLC is registered with the
Commonwealth of Pennsylvania as an investment advisor, which in no way implies that the state of
Pennsylvania has endorsed any of the entities, products or services discussed herein. This commentary
does not constitute an offer of to sell securities or the solicitation of an offer to purchase an interest in Birch
Creek Credit Value Fund, LP (the “Fund”) or any other Birch Creek products. Such an offer may only be made
to Accredited Investors or Qualified Clients and by means of a confidential offering memorandum.
Additional information regarding the Fund or other Birch Creek products is available upon request.

Any information in this document related to past performance of the Fund or other investments managed by
Birch Creek should not be relied upon as an indicator or guaranty of the future investment performance of
any Birch Creek present or future investment vehicle. Birch Creek’s investment strategy involves the risk of
loss. Any projections of future performance in this document are based on a number of assumptions and
Birch Creek Funds’ actual performance may differ significantly from projected performance. There is no
assurance that a portfolio will achieve its investment objective and please be aware that the portfolio may
be subject to certain additional risks described in the Fund’s confidential offering memorandum.

Market Commentary

This report includes forward-looking statements. All statements that are not historical facts are forward-
looking statements, including any statements that relate to future market conditions, results, operations,
strategies or other future conditions or developments and any statements regarding objectives,
opportunities, positioning, or prospects. Forward-looking statements are necessarily based upon
speculation, expectations, estimates and assumptions that are inherently unreliable and subject to
significant business, economic and competitive uncertainties, and contingencies. Forward-looking
statements are not a promise or guaranty about future events.

Neither Birch Creek or our information providers shall be liable for any errors or omissions or inaccuracies,
regardless of cause, or the lack of timeliness for any particular reason. The recipient should not assume that
such information, even if accurate as of its date, is accurate as of the date hereof. None of Birch Creek is
under an obligation to update the information contained in the materials attached hereto. THERE ARE NO
WARRANTIES, EXPRESSED OR IMPLIED, AS TO ACCURACY, COMPLETENESS, OR RESULTS OBTAINED FROM
ANY INFORMATION CONTAINED HEREIN.
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